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_ Wehevewnsidaedymwappﬂcaﬁonformmguﬁondexempﬁmﬁomfedaallnmmtax_
undasadmﬁM(a)dﬂmlmedeevenueCodeasanaganhaﬁondeedlnsacﬂm
501(c)(3). ‘Based.on the information submitted, we have concluded, that you do not quallfy for
-.ewonundermatsecﬂon Thebasisformlrconcmslonissetforthbebw .

Co e AmordmgtoymrFonnwzaAppﬂwﬁon youwareorgamzedm
- B8 & nonprofit corporation. Your *Amended Articles of Incorporation” onﬁlefallto
smqﬂrhowyourassetswﬂbedismmtedupondlssoluhon

You pmvlde consulting services (e.g., strateg:c planning, training; and stafﬁng studies) s

, 'forafeetavanoussmeandlocalgovermnentagencydientstapmmotemoreefﬁc:ent

" ‘operations. Youalsousehfmmﬂonﬂ'ommeseachwhestopreparesd\olaﬂyamdes

newsletters, and an annual report. The newsletters and reporlsane prowded free to all
'mfemsmadparﬂesandmllbeavailablemyourWebslte

Youdalmmatyourfe&GMdonoompeﬂﬂvebnds cmenﬂyabout$.mour)are .
suhstanhaﬂyiuwerﬂmmoseoffor-pmﬁtcmnpames providing similar services. You compete

on ﬂaaopenmarketfa'your services with pnvatafor-pmﬁtconsmﬂ'ng firms and various nonprofit -

organizations {o-eam contract awards and occasionally grants. ‘The grants require you to
provide specific consulting services like those provided under the contracts. Some government
ageﬂaiamenﬂyhaverequlmdhataﬂblddersbenonpmfnorganmhons. .

Yourwlf—perpeunaﬂng board of three directors comprises I
F’ end 2 mesubor of o I are aiso your

Nbstofyowsewimaremnhadedoutto_

'
Leae g8
LAl




C sarvicas to govemment agencies for over
R ﬁnlzamnal change; instructional systems and video training cases; training and facilitation;

%ls afor—proﬂtcorporatlon owned and operated by the- Asaoorporation (and

as a sole proprietorship of* » JIIIIEI has provided various consulting
years, Including strategic planning and

Mmkzlmnagementassislance
o Nearlyallofynurpastand projectad support is gross receipts from business.. ‘You also

- pmject a nominal amount of contributions by soliciting the public. Your past and pro;ected

.budgets show proﬁls well in excess of contributions received.

- Section501(c)(3)ofthelntemal RevenueCodeexemptsfromfederaI incometax -
orga:mhonsorganlzedandopemdexclusivelyford\mmble educational, or certain other

pm'poaes,nopartoftheneteamkrgsdwhlchMmsbmebeneﬁtofanypnvateshamholderor:

e - individual.

) Sectlom 501(:)-1(c)ofmelncomaTaxRegulaﬂonsslat&ematﬂtewds'pﬁvate
shanhoHeradeuarrderbpasomhamgapersonalaMpmatemwmmeaMes

. oftheorganizaﬁon

e Secﬁon1501(c)(3)-1(a)(4)oftheragulauons pmvndesthatanotgamzauomsnot
organized exclusively. for one or more exempt purposes unless its assets are dedicated to an
exempt purpose. Anorgamzaﬁon‘sassetswmbeconsidereddedlcawdtoanexemptpurpose
for example, If, upon dissolution, such assets would, by reason of a provision in the
orgahization's articies or by operation of law, be distributed for one or more exempt purposes, or
toﬂiaFederalGovemmntortoaStaﬁeorbeelgovemmeanorapubﬂcpurpose,orwouldbe
distributed by a court to another organization to be used in such- manner as in the judgment of . .
the-court will best accomplish the general purposes for which the dissolved organization was
organized. However, an organization does not meet the organizational test if its articles or the
IawoftheSlateinwﬁchttwascreatedprovldematuswsetswould upon dissolution, be

” dlmbutedtoltsmembersorshaleholders

. Section 1.501(cX3)-1(c)1) of the mgulahons provides that an organization operatw
exclusively" for 501{c)(3) purposes only if it engages primarily in activities that accomplish such
it does not operate exclusively for 501(cX3) purposes if more than an insubstantial

. purposes.
patoflbacﬁvih&edoesnotﬁlﬂ\ermcl'lpurposes

Sechon 1.501(c)X3)-1(d)(1XH) of the regulations provides that an organization is not
exclusively for exempt purposes under section 501(c)3) of the Code

‘unlwsnservasapuhlicramermanapﬂvatemaest. Thus, an organization must establish that

it4s not organizad or operated for the benefit of private interests, such as designated individuals,

- the.creator or his famity, shareholdersoftheorganzahon or persons controlled by such private
) mier&ets

. :;;...;ﬁ.., “ e Section 501(c)(3)-1(d)(2)ofmeregulabonsdeﬁnes charrtable .as including lessening _ ..
: Govemnment.

" the burdens of




Rev Rul. 72—369 1972-2 C.B. 245, held that a. nonprofit orgamzauon formed to pnovnde

'. managesial and consulting services at cost to unretated 501(c)(3) organizations to improve the
" . . administration of their charitable programs did not qualify-for exemption under section 501(c)(3)
. -of the Code. meagamzaﬁmenbmdmtoagmememsmmume(amdnmpmﬁto:ganmﬂawb
. fumnish managerial and consulting services on a cost basis. Thie services consisted of writing job
. deseriptions and training manuals, recrulting personnel, constructing organizational charts, and

akising organtzations on specific methods of cperation: - The ‘aclivities were designed for the

| individual needs of each client organization. Raceipts of the organization were from services
. - Tendered. Disbursements were for operating expenses. The Service reasoned that providing.
T ‘_.rnanagenalandmnsdﬂngsemoesmaregularbasasforafeenshadeorbusm%sordmaﬁly
-carried on for profit. The fact that the setvices were provided at.cost and solely for exempt
.'mnmmwammammdaamdmmmwasmmmerm
.501(c)K3). Fumishing the services at cost lacks the donative element necessary to establish this

activity as charitable. This case was distinguished from Rev. Rul. 71-529, 1971-2 C.B. 234,

Mmmgamahmmnﬁoﬂedbyagmupofexemtmganmmmwdedlmesmem

ﬂ@agementservicesforachaugesubstanhallylessﬂzancost(lesssthan 15% of cost) solely to
QIWP :

" Rev. Rul. 74-125 1974-1 C.B. 327, held that a private foundation's. paymentsto

" corisultants wess ot grants nder section 4945(d)(3) of the Code. The foundation's activities -

included disseminating publications and developing and conducting fraining programs to assist
educatois in using improved educational methods. The consultants’ services included the :
development of model! curricula in a particular educational area and the design of materials to
adsistedumkxsmmpetfonmneecfmelreduwhonalmnwons The Service reasoned that

- the-consultants’ services were personal services assisting the foundatior in planning and

develophg its pmjeets under sectlon 53 4945-4(3)(2) of the regulations.

L “ : , nited States, 316 U.S. 279 (1945) the Supreme Court
consldu‘ed the meming of organlzed and operated exduswely for charitable purposes.” The .

P '-Coumtheldﬁ\atmeemstenoeofaslngle non-exemptpurposq.lfsubstanﬁalmmwe will .
EER "destmythe exemptlon

in lnstm:te E  Uriite . , 157 CLCL. 548 555 302 )

 F.2d 934, 937-38 (1962), cert. denled, 372 U.S. 976 (1963) the oourt upheld the.

‘Commissioner's denial of exemption under section 501(c)(3)oftheCode Theongamzaﬂon was
foundex by an individual who was director, cotrustee, and life member, and who received a
salary. Theorganuaﬁm'ssmbdpumosesmmcondudsaenhﬁcresearmmeoonumcs

- and disseminate the results to educate the public in economics. The organization published two

periodicals which contained brief analyses of industries and individual securities. Subscribers
were entitied to a quarterly list of securities recommended by the organization. The
organization provided various investment advisory services for a fee. The organization also
trained students in economics, butthlsachwlywasrelatwelysmallinswewlminhenmttent
‘interruptions. The court reasoned that the organization's exempt purposes were incidental to its
primary. purpose to conduct business. Thecmrtmtedmatevenmoughtheotgamzaﬂons
-activities may have been educational, the organization had profits, that the organization's

senﬁceswereoonmﬂyamated wnmcormuemal enterpnses and theorgamzaﬂon received




. no bona fide charitable contrbutions, which indicsted a substantial nonexempt purpose. -
In __mmmmmgng 70 T.C. 352 (1978), the court upheld the

... . Commissioner's denial of exemption under section 501(c)(3) of the Code. The.court considered
" suchifagtors as the particular manner in which the organization's activities were conducted, the
- 7. conssdlncial hue of those activiies, and the existence and amount of annual or accumulated
. profits s relevant evidence of the organization's predominant purpose to conduct a business.

" The organization's sole planned activity was to offer consulting services for a fee to nonprofit
organizations having limited resources (some of which were exempt organizations) and

. eéngaged in various rural-refated activities. The organization's goals were to help its clients deal
'wiﬂxptobensmeyfaceregardhgmademalemmmsmﬂmwhmmeyopemh change

their prierities, implement realistic intemal planning and management policies, and improve their:.

understanding of governmental policy processes and methods for becoming more effective in
their work through public and private funding. The organization obtained appropriate individuals
.to perform research projects for the dlients. The organization did not advertise its services. The
organization's officers plannied for the first few years to serve without compensation. The fees
'ehargedbythemganmhmweresatatmdosebmstandwemmsonwenemmedonthe

""" client's ability.1o pay, but as a whole were intended to cover its costs. The organization ' :
.projected a net profit in its first year of operation. The organization failed to show that it was-not

. in competition with commercial enterprises, which the coust considered strong evidence of the
predorninance of a nhonexempt commercial purpose. The court .contrasted the case to one

. where an organization, concededly conducting substantial educational, scientific, or. charitable - -

- activities, also condiicts a trade or business related to its exempt functions. The organization's

"+ _activity of linking researchers with client organizations was not inherently charitable, and the

..organization falled to show that such research would further exciusively exempt purposes. The

orgagization's sole source of support was fees for setvices. The organization's cilentele was not

. Iimited to sechon 501(cX3) osganzahons

LT |DMW_MMM_WM.7ZTC 687(1979).thecourt

’ pmwmeCommlsslonor‘sde!mlofexemphmmdersechon501(c)(3)oﬂheCode .The
orgamzaﬁonwasorganlzedtoopemeaphalmawtoselldrugsatdnscountpnoestoelderlyand
handicapped persons. it had no commitment to to use excess receipts to provide drugs for free
or below cost to the elderly or handicapped. The organization served elderly and handicapped
~ peaple almost exclusively, and did not sell toiletry articles, magazines, cards, or other items

- normally soid for profit by pharmacies. . The organization's board consisted of community
-leaders, none of whom obbamedanypersonalﬁnanaalbenemfrom participation. The
organization used the services of volunteers (for mailing prescriptions, completing patient
profiles, maintenance, etc.) instead of paid employees. Al gifts were-used for the benefit of

financially distressed senior citizens who, because of a catastrophic illness or. accident, mwned

. large prescription drug bills. 'Ihecourtreasonedmattheorganlmtlonoperatedusbusmess
- primarity for commercial purposes, in competition with profitmaking: drug ‘stores. - The mere fact
thatproductssoldbymeorganwabonwerahelpﬁjtohealﬂ\didnotnecessanlyentlﬂeltto

. exempuonmderseeﬁon 501(c)3).

et b G NG E TR mat iR e A Ambem e tn it aney St e

‘ ln MW_MMM_CMM 71 T-C- 661 (‘1 979). 'the court
upheld the Commissioner's denial of exemption under section 501(c)(3) of the Code where the




'.oz'gama'ﬁon's pﬁméry'acﬁﬁty'was the publication and sale of books written by its founder which
were religiously inspired and oriented but were sold commercially at a profit, its other planned

.. religious activities were not specifically pianned out and were not yst put into effect, and its

. publication and sale activities competed with other businesses which marketed religious
. literatise. - The ofganization's sources of support were book sales and contributions, but many
.. -of #4 "contributions® were made lnexd'nangefora book for 2 minimum oonlnbution exceeding

< tliensfpnceofmebook.

o ' In'Sexiior Ciliz es, Inc. v. United States 602F2d711(5thC|r 1979), the court
,.-_uphddmmmwbnwsdetanmauonmmmmhonsmhusabsopﬂahonmm
- end in ftself rather than merely a means of accomplishing a charitable goal, and therefore the
orgamﬂonwasnotdevohdexduswelybdwaﬁtablepwposes. 'Fhoorgamzaﬁonsstated
.- purpase was to provide training, jobs, places of recreation, and living accommodations, and to
. improve the physical and mental conditions of aged or sénior ciizens. The organization
engaged in the business of selling used clothing, furniture, and household appliances which
were donated-to the organization by the general public. its affairs were run by a board of three
directors, two of whom were father and son. The organization reported net income. Although
haif of the organization's 13 employees were over 55, their training was restricted to the needs
of plaintiff's business, and the organization conducied no training program beyond.the tralning

of employees for its own shops. The organization did not provide any housing facilities or health '

care. 10%u|essofﬂ1edonaﬁodkemswerednsﬂ:ubddhediytoneedywnlordﬂzem
although ho complets records were kept of such distributions and the organization apparently
~omducsedmadvemsmgtoletsenwrdhmnshmdmeavalabﬂuyofsudmems There was -
no evidence that senior citizens received a discount on purchases from the stores. ‘The '

. organization maintained a recreation hall above one of its three stores. The only eviderice of

: busmesspmceedsdevotedtomereaeaﬁonhanwasaﬁwnmﬂﬂysalarypaldtowspart-tsme
director. The court concluded that the business was not distinguishable from that of many
. typlcal family-operated businesses in which the excess of income over expenses is paid to
,'vanomfanﬂlynmbelsasremsorsalam ’

- Inggf_mm% 71T.C. 1087 (1979), affd byunpubllshed opinion, 647
F.2d 170(6th Cir, 1981), a nonprofit organization paid a for-profit organization for licenses to
conduct "est” programs involving training, sominars, and lectures in intrapersonal awareness
~ and communication. The court ruled that the nonprofit's activities served the commercial .-
pwposesofﬂnfo:-moﬁtwpaaﬂawmdﬂmﬂenmpmﬁtwasmtopmtedexduswewfm
axempt purposes under section 501(c)3) of the Code. Even though the nonprofit was not
formally conirolied by the same individuals as the for-profits, the for-profits exerted considerable
control over the nonprofit's activities through the icensing agreements. The nonprofit's only
funciion was to sell o the public ideas with materials and trainers supplied and controlled by the
for-profits. Regardiess of whether the payments from the nonprofit to the for-profits were
excessive, the for-profits benefitted substantialy from the nonprofit's operation. The nonprofit
wasshﬂyﬂ\emsh'mlenttosubsidlzeﬂ)efor-pmﬁtsandnotvice-versaandhadnolrfe
* independent of the for-profits. - ,

""" i PALL. Sotieiarship Fund v. Gomimissioner, 82 T.C. 196 (1984), a nonprofit
organmhon'smgdaﬂysdweduled bmgogameswereheldonmepremlsesofafor-proﬁt



business Whu:h sold food and beverages. the games were oonducted by the owners of the for— ‘
o pmt,andﬂ'aedweclorsofmefor-proﬂtconholledme nonprofit's board. Under these

. circumstances, the court held that the nonproﬁt had a substantial non-exempt purpose to
-...'anhanca the pmﬁts of the for-profit.

S IDMMMMM?%FNQW(%C" 1985)ﬁleoourlupheld
- deniat of 501(c)3) status to a church operated for the substantial non-exempt purpose of

- providing a market for the services of a for-profit advertising agency owned and controlied by its

~two ministers. The church’s primary activity was preparing and mailing religious sermons and
" messages which included requests for money. The for-profit did the printing and mailing. The
- two organizations shared office space. The church provided the primary market for the for-

profits business, with two-thirds of the time of the for-profit's employees devoted to work for the

chwrch. The majority of the church's income was paid to the for-profit. The court noted that the
critical inquiry is not whether particular contractual payments to a related for-profit organization

are reasonable, MhsteadwheﬁtermeenﬂreentemnseismﬂiedonhstMamnnermatme

' for-proﬁheneﬁtssubslnnﬁallyﬂunmeopemﬁonofmenonproﬁt

(1889), the court upheld revocation of 501(c)(3) exemption of 8 nonproﬁt organization that
conducied continuing medical education tours abroad. The nonprofit had a substantial non-

o .exempt purpose to benefit a for-profit travel agency which the nonprofit used exclusively to

. arrange tours for its seminars. The nonprofit spent 90% of its revenue on brochures for tours
.amanged by the for-profit and did not solicit competitive bids from any other travel agency. The
mnwoﬁtwasfomledwmeowmrdmeh-wdhmobtamwsbrmmfahlswmlnws he

controlled the nonprofit, and he exercised that control for the benefit of the for-profit. The court”

" noted that-when a for-profit benefits substantially from-the manner in which the activities of a
relﬂsdagaimﬁmammhdmmehuermgamﬁonhmmtedexdmyhremmpt

, purposes under section 501(cX3), even f:tﬁrthetsomerexempt purposes.

- m_l.n_ﬂgg_gm.l_ngv_g_omm 950 F.2d 365 (7th Cir. 1991), the court upheid the
Commissioner's denial of exemption under section 501(c)(3) of the Code to an orgenization
hmedpmmﬂybowaﬁevegehﬂanmmﬂoodmstauramsammmmmmmatmG

organization had a substantial commercial purpose. The court considered the particular. manner -

in which an organization's activities were conducted, the commeicial hue of those activities,
compediion with commercial firms, and the existence and amount of annual or accumulated
proﬁtsasralevaﬂewdmoemdewmmmgwhe&erﬂnagmhonhadasubshnﬂal A
nonexempt purpose. The organization at issue competed with other restaurants, set its hours
and prices competitively with area businesses using pricing formulas common in the retail food
-business, spent substantial sums in advertising which was commercial in style, was unable to
show any.donations of food to the poor, and had substantial gross profits (afthough no net
“profits) during the years at issue (its first two years).

-In KJ's Fund Ralsers, inc. v. Commissioner, 7.C.M. 1897-424, affirmed by unpublished
_ opinion, 98-2 U.S.T.C, 50,889 (2d Cir. 1998), a nonprofit organization regularty sold lottery
tickets on the prerises of a for-profit business which sold beverages, and-the ticket sales were
conducted bythe owners (Hunj and Gould) and employees of the for-profit. Hurd and Gould




e imtlally oonmledthenonproﬁt's board; the nonproﬁtlaterreprasented that conlmlwouldbe

- vested in outsiders, but-opined that the nonprofit "would fold without the original founders of the
. -eganization as officers.” In addition, the for-profit initially recelved rent from the nonprofit, and
' -"l-huﬂameouldlnlﬁallyrecewedwagaascfﬂcersofmenonpmﬁt Under these

' cmmstaneee the court held that the nonprofit had a substantial non-exempt purpose to

o ey e profits of the for-profit. The court reasoned in part that Hurd and Gould; even if

_..Hwayhohngerfonnally controlled the nonprofit's board, controlled the ticket sales, and the
. circtinistances suggested that they were free to set policy without objection from.the board. The -
couﬂabofomdmatfawrablepubﬁatymatmefa-woﬁtmcewedﬁmmemnpmﬂtwasa
. sugnlﬁcantbeneﬁt. o ,

S Weﬁndﬂ\atyouamenot omanmd"forexemptpurposes Yourarﬂclesufmcorporaﬂon
S ‘:'-falltomeetmesouc)(s) organhatonaltestbewseﬂ\eydonotspeafymatyourassetswmba
' dadimbmptpmposes upon dmoluﬁon See section 1 501(c)(3)—1(a)(4)afthe

Wealsoﬁndmatyouarenot'opembd'forexemptpumoses,fortwomasons your
' iopesal:msaemtclwntablebutcommrdannnam andmeybeneﬁtpnvatemterests

. ﬁts&yarpmvmnofcmsulﬂngsuvmsfaafeemoompeﬁuonmmconmmal
enﬂﬁesisnotd\amable but amounts to a substantial nonexempt purpose and a primary -

* - purpese to conduct unrelated business. The mere fact that you provide these sefvicas:
" exchisively to government agencies at cost (as opposed to substantially below cost).is .

- Insufficient to rendér the activity as charitable. See Rev. Rul. 72-369. Althwghsomeofyour
" compefitively bid awards are labelled as grants rather than contracts, the substance ef the
agmummsappwsﬂasmm.mqumngwubwwuevamusmanngsewmmemhange.

- for compensation. The courts also havé held organizations providing commercial services fora.

: feemtbqudifyuMersecﬂmSM(cm),&peudlywhemmeougmzaﬁmhaspmﬁsand

- lacks substantial charitable contributions. See, e.g., American Institute for Economic Research;.
. B.S.W.-Group, Inc,; Federation Phammacy Services, Inc,; Christian Manner International, Inc.; :
___ML\&MMJ& :

T Second evenlfyouracuwﬂeswerereoaldedasﬁnﬂmerhgdmntabiepwposes
-would not be operated "exclusively” for exempt purposes, as your operations benefit
otherpnvatahugmtsmbstanhaﬂy You were created and are controliéd by - -
' * You will contract with their business for services. lnsodomg
you will increase their business and profits. Thus, will serve as a valuable, captive source -
- . of business for them. There Is no evidence that will provide its services for a fee

. substantially below cost. These facts indicate to'us that you were organized substantially for the -
purpose of benefitting [N = their business by generating business for them.
See, o.g., MMMMI International - .
' Postgraduate Medical Foundation; and KJ's Fund Raigers, Inc, Like the situations described in.
these cases, you are controlled by private interests, andthefactsmdlcatematyouroperahons

- e i s mmﬁawnmﬁtﬂ\psemvafamm thus resulting in a substantial nonexempt .




Accordingly, you do not qualify. for exemption as an orgariization described in saction
501(c)X3) of the Code and you must ﬂle federal income tax retumns. .

Contnbutlonstoyouarenddedudlbleundersectlon 170 of the Code.

Lo Youhavethenghttopmestmusrulmlfyoubelleveltislncorrect. Topro’mt,ybu
shouid submit a statemnent of your views to this office, with a full explanation of your reasoning.
" This statement, signed by one of your officers, must be submitied within 30 days from the date
of this leffer. You aiso have a right to a conferencs in this office after your statement is

- submitted. You must request the conference, if you want one, when.you file your protest.

statement. i you are to be representad by someone who Is not one of your officers, that person
WneedbﬂeapmperpmerdaﬂomoyandoﬂmquaﬂfymdererOMerenoeand :
Ptachwsﬂequumerm .

) Ifwudonotpmstﬂusmlmginahmelymnner it will be considered by-the:Intemal
Revenue Sesvice as a fallure 1o exhaust available administrative remedies. Section.7428(b)2)
- of the Code provides, in part, that a declaratory judgement or decree under this section shail not
. bemuedhmyproceedlngunlesstheTaxCun.ﬂ'leUmtedStatesCOmtofFade:alClaims,

. the District Coust of the United States for the District of Columbia determines that the -
. ommmmmmwmmmmmmmmnmmelml

Ifwedonothearfromyouwlmmwdays tlisrullngwilbeoomeﬁnalandaoopywullbe
,fom‘ded to the Ohio Tax Exempt and Government Entitles (TE/GE) office. Thereafter, any
: "que%ﬁmsabmnyourfadetalinoometaxstamsiuﬂdbedwmdbmatm either by calling
-- 877-829-5500 (a toll free number) or sending comespondence to: intermnal Revenue Service, -
. TE/GE Customer Service, P.O. Box 2508, Cincinnati, OH 45201. The appropriate State
Ofﬁualswﬂlbenohﬁedofhsacﬂoninamdameww\Codesecﬂon6104(c)

When sending addltlonal letters to us with lespect to this case, you will expedlte thelr

. : recelptbyusing mefollmmng address:

.‘_ intemal Revenua Service

1111 Constitution Ave, N.W.
Washington, D.C. 20224




: If you have any queshons please contact the person whose name and telephone
mmberareshown intheheadingofthlslether :

Sincerely, _
" (signed) —

T -
Manager, Exempt Organizatons. :
Techn:cal Group 2 '

et e meme o p T g et bR e SRS Rt e i 4 W =z L
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